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Abstract

During the 40 years (1949-1989) of centralized ngg@maent of the
economy, Romania was transformed from an agramaustrial country
into an industrial-agrarian country, but not beyonithe stage of a
developing country.

Planning the formation of the accumulation fund a&inel fixed funds
allocation made possible to faster diversify andr@ase the industrial
production.

In a first stage, during the"™8decade (1971-1980), the increase in
imports of capital goods needed in industries’ temlbgy revamping
engendered the growth of Romania’s foreign debt.

In the &' decade, the policy of forced payment of previously
accumulated foreign debt was achieved by aggressompression of
imports and boost of exports.

At the end, in 1989, Romania’s foreign trade suuetcorresponded
almost completely to the structure of the supplgmfrthe countries
producing industrial processed goods. From thisnpaf view, Romania
became, after four decades of accelerated developrme acceptable client
to Western exporters.
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The increased pressure entailed by the paymeriteogtternal debt
as well as the agrarian-industrial character ofRloenanian economy until
1940 led to the adoption of the accelerated incgigation solution.

The need to adopt a consistent policy of industaéibn was
already consecrated by the overwhelming majoritgaminomic works in the
interwar period, as industrialization was considettee only effective way
of achieving the macroeconomic balance.

The experience of the 80 years of (1859-1939) itrando capitalism
had highlighted serious inadequacies of the ecanggstems of the ‘lagging
behind’ countries slow pace of economic growthenmal inequalities in
regional development, ever more pronounced soaigiegation, dependence of
the capacity to pay the country’s foreign debt be instability of the
agricultural production respectively on the expaftsaw materials and semi-
products, maintaining a relatively small interndban market, the agricultural
relative overpopulation, lack of qualified persadnioe non-agricultural sectors,
maintaining a high level of illiteracy, etc.

Countries at the beginning of industrialization Icothope for an
intensive development, partially recovering the sygwards industrialized
countries only by accelerating industrial developtné was relatively easy
to justify and support such an imperative, but atmmpossible to achieve
it within the capitalist system already applied 8@ryears.

Forecasting calculations were daunting about thssipdities of
interwar Romania. The most delicate problem wasctivenic shortage of
funds, the scarcity of capital for public and ptesanvestment. Foreign
capital invested in Romania contributed sequentiallseveral sectors only,
and as duration in the short and medium term to deeelopment of
economic sectors.

Government budget revenues would not have beeneaile in the
most optimistic estimates to cope extensive investnprograms. One
example is illustrative: developing national enesygtem (not to mention
upgrading the infrastructure or mechanization efdfriculture).

Until 1940, the Romanian capital private initiativemained
relatively dominant at the small and medium eniegsr level. For “peak”
sectors at the time (mining, oil refining, wood)rdign capital was
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prevailing which, as we were saying, could haveyoal limited and
temporary positive influence for overall economiowth of the country.
The industrialization of the country would becontee taxis of
socialist economic policy. Domestic capital accumtioh and planned
investments distribution on sectors of the econoameye to ensure high
growth rates, specific to a forced, acceleratecelbgment, impossible to
achieve within the conditions of the market econdmgwn until 1940.

The international institutional framework — solving the problem of
the external market to accelerate the development socialist economies

Dating back to the sixteenth century, the debatieleds on ways to
ensure the economic growth of a country focusesmstongly, since the
second half of the nineteenth century, on the ingmme of foreign trade.

Foreign market expansion in terms of the classitedory of
international trade (Smith-Ricardo-Mill) would nbave to be a significant
problem, as each country could participate in theernational values
exchange “with what had been destined”.

Thus, if a country could naturally produce satisfac amounts in
cereals, bananas, coffee, saltpetre, oil or diamoftal example, according
to the principles of free trade, that country ohid to change its products
for those of other countries ensuring the demandhfose goods that could
not benaturally achieved from salt, pepper, oranges, glass, msirnoails
and rails to machinery, drilling rigs and refinenyd, nowadays, computers.

Thus, the international trade of goods and servimesiuced in
compliance with the international labour divisiomdafree trade principles
should vouch to all participants’ advantages amkbes, enshrining peace
and universal harmony.

The period of new great powers industrializatiamghsas Germany
and the US, led to a reassessment of the inten@dtivade theory and,
especially, to questioning the effectiveness ofapplication of generalized
free trade. It developed so with increasing viraknespecially after 1880,
the re-escalation ahercantilistpractices from the dawn of capitalism, now
calledprotectionism
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The most serious curtailment of confidence in theedlthy”
character of free trade principles brought byghatectionist theoryargeted
the very foundation of these principles: within théernational trade were
not exchanged goods based on equivalence accdadthgpricesof goods
and services, but exchanges of non-equivalence dpyealisparities between
the levels of productivity of production factorsafaral factor: thesoil,
human: thdabour, social-economic: theapital).

The expansion of the European market after 1850dtrowith it a
worsening issue: the acknowledgement of econonspadities between
countries and their aggravation. The limits of expan of thedeveloped
Europeeconomy revealed with increasing obviousness.

By 1914, however, the general operation of the furmdamental
systems (thegold standard monetary systeamd themultilateral trade
assured an overall development of the Europeanoecpneven though the
widening gaps continued to become chronic.

Following the serious distortions of the internaib economic
relations during the 1930-1940 period, became dleameed for a radical
restructuring of the international trade regimewadl as the imperative of
accelerating growth in the areas designed for theeldped economies
expansion.

Increasingly striking warning signals began to be &ard highlighting
a serious threat to the continued economic growthfaeveloped countries:
through the further aggravation of economic dispariies, the competitive
advantage held by these countries resulting from thinternational division
of labour risked to be left without the appropriate markets, clearly leading
to the decline of large or small industrialized stees.

In order to regulate international economic relagi@fter 1944, in
addition to the reorganization of the League ofidteg under its new name
of United Nations OrganizatioUNO), a number of new institutions was
established such as thHaternational Monetary FundIMF), the World
Bank theInternational Bank for Reconstruction and Developtr{(éBRD),
the General Agreement on Tariffs and Tra@&ATT), the United Nations
Conference on Trade and Developm@mCTAD), etc.
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The chances of the countries at the beginningef thdustrialization
to compete with industrial competitive productstine international market
along with the increasingly progress due to fasdehnological change in
developed countries were virtually nil.

For the new bloc of socialist countries shapedraft®45, the
solution to thdoreign market issuwas the establishment of t@@uncil for
Mutual Economic Assistan€MEA) in 1949.

Among other functions (planning correlation, foreigxchange,
financial assistance, etc.), the CMEA market waamh& ensure the supply
of raw materials and the sale of industrial andcadfural products of each
member country on more favourable terms than thoffered by the
Western markets.

The purpose of the industrialization policy

The stated objectiveof socialism was the country's transformation
from agrarian-industrial to industrial-agrarian. rRania was to develop
“multilaterally” to acquire a structure of sectoasd a quantitative and
gualitative level comparable to those of developaahtries.

For countries with a low level of industrial devetoent, the prevalent
development of heavy industry was considered thguenand secure way to
ensure a rapid and seemingly sustainable develdpofeaconomies as a
whole. Moreover, the Soviet experience itself (X¥2245) represented a
confirmation of the expected success in other dgwed) countries.

Historical prerequisites of Romania’s industrialization

During the eight decades of capitalism establisliif&H9-1939), the
Romanian economy was gradually drawn into the timfuWestern values.

In this new context Romankead tostart its modernization process.

The modernization of the Romanian society requingablic
borrowing which brought about the foreign debt @age. In order to pay the
foreign debt tontines, Romartied tosecure the necessary foreign currency
liquidity. But the Romanian economy depended largespecially until the
early twentieth century, on its agricultural outplRomania’s export
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capacity and therefore the ability to import westedmined by the annual
level of agricultural production.

The seasonal nature of agriculture and the inflaenicthe climate
engendered the instability of the agricultural pichn. Therefore, the
fluctuations in agricultural output caused serimolalances both domestically
and in the international economic relations. Dependon agriculture,
Romania’s international payment capacity was uatgraffecting the financial
potential to support imports.

Industrialization was supposed to attract a largg pf the labour
force surplus in rural areas, while the phenomeuoiorelative agricultural
overpopulatiorhad become a serious demographical and econootitepn
during the interwar period.

In academia, in the press, as well as among paligcand even in
the business environment the necessity of devejoaipowerful industry
had become a dominant idea until 1940. Moreoveteuthedictatorship of
developmentthe accelerated and forced industrialization ofm&nia has
become the main focus of the leadership of sotiRlisnania.

The industrialization strategy during socialism

The policy of industrialization meant developingtiwpriority the
heavy industry producing investment goods (camtads) or “means of
production”, as they used to say at that time.

The idea of the priority development of these s&cteas neither by
the Bolsheviks nor by the communists inspired. @b@nomic literature had
already shaped a school of thought which arguedntlieaning of this
strategy: developing theational productive force$List, 1841] could be
complete and real only by developing mainly thet@scwith a labour
productivity above the national average [Manoiled@p9].

Particularly encouraging for LDCs industrializatioimperative
argument, were also the findings of the League ditidds study
Industrialisation et commerce extériegublished in 1945. The solution
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suggested by the authors of the study targetedfitla@cial sources for
industrial investments in national accumulation.

The historical experience of the previous 80 ye#drestablishing
capitalism in Romania had shown that domestic ahpitcumulation was
extremely low compared with the needs of economiw asocial
modernization. On the other hand, it was estim#tatiautonomous foreign
capital investments in industries of the counta¢ghe beginning of their
industrialization will not be sufficient to covdra necessary.

Therefore, one of the functions of the socialisteyoment wago
force the domestic capital accumulation On that effect, the planned
distribution of the national income ascumulation fundand consumption
fundwas the way of achieving the necessary investrugas. The trend of
the single (communist) party policy aimed at acimgva certain balance
between the two funds.

Planning extremely high growth rhythms resulted high rates
scheduled for the accumulation fund to the detrimeih consumption.
Basically, within the framework of thelevelopment dictatorshipthe
totalitarian leadership aimed at raising incredsihgrger investment funds
(during 1961-1980) from a five-year plan to anothigy restricting the
household consumption.

The industrialization policy adopted in socialis@siollowed from
the beginning the intensive development of headystry (the Group “A”
sectors, producing capital goods) i.e. the extvactinetallurgical, chemical,
electrical industries, etc. and especially the nmeechnd equipment industry.
Machine and equipment industry was considered thecKbone” of the
national economy: on its development depended rée economic
independenceof the country.

The funds allocated to Group “B”, respectively ezt®rs of industry
producing consumer goods (food, textile, footwe#t,) were significantly
lower than those allocated to Group “A”.

! See Industrialisation et commerce extérieuSociété des Nations,
Geneve, 1945.
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Increasingly more pronounced in the 80s were fet Romanian
economy autarky attempts, focusing on severe tueat of imports,
relying on domestic industry’s production capaciwhich was not really
stimulated.

Despite the controversies related to the usefulnpagpose and
effectiveness of industrialization, it is obviolmsat after 40 years of forced
development, in 1989 Romania’s economic structuees wgignificantly
changed: the industry became the main sector.

The relation between industrialization and foreigntrade

The transition to socialism, in general, and in¢bantries of South-
eastern Europe in particular was done forciblyodigh the intervention of
Soviet troops. For a number of countries, socialigs considered the most
effective solution to accelerate the developmemt growth in as short as
possible historical times. Impositithe good” by forcewas achieved by the
“dictatorships of development” under socialism.

Forced development, labelled asocialism was largely the
continuation oftcivilizing by force— theforce of themarket— under the label
of modernization and capitalismvhich began in Romania with the reign of
Alexandru loan Cuza.

The association of the industry evolution with tbhaforeign trade is
not accidental. Until the First World War and thentil 1940 all been
written and talking about the difficulty, not to ysdimpossibility”, to
develop industry in Romania, namely generally ftbelior no industrialized
countries, first due to the limited internal andezral market.

The domestic market problem would be solved byadisen through
urbanization and increasing rural demand for ingalgbroducts. The limits
of foreign market remained a challenge to iderttiky outlets inherent in the
forced industrialization of the socialist countrieBhe industrialisation
required external transactions growth, not onlyrew materials supply but
especially for exports of processed (manufactupeodiucts.

It was easy to imagine that Romanian industry petsiuand,
generally, of the industry of most socialist coiedrin different stages of
the early industrialization would not have facednpetition in Western
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markets. To be “competitive” in the foreign markite socialist countries
needed an own market, relatively isolated from cetitipn specific to large
industrial producers.

The solution adopted was the creation of @muncil for Mutual
Economic Assistand€MEA) in 1949.

Synthetic indicators of the industry evolution betveen 1950 and
1989

The industry’s development and modernization isectéd by the
summarized evolution of the number of enterprisaisour input and the
dynamics of synthesis indicators.

The share of financial resources for achieving stdal investment
respectively the share of accumulation fund inarati income were greater
than those destined to other sectors. The intewosesf on industry
development materialized in the increase in nurobére industrial units.

The number of industrial enterprisesincreased from year to year,
from 1658 in 1950 to 2102 in 1989, the republicabhasdinated being net
“favourite” to local subordinated ones. It shoukel\well understood that the
number of enterprises is not an eloquent indichjoitself. What mattered
in the first place was the size of the enterprike;republican subordinated
had a much larger size.

The investment effort inherent in the establishnodrguch industrial
“mastodons” was exceptional. The evolution of lgcasubordinated
enterprises was tortuous, reflecting the diminighiterest in local industry
development.

It was thus confirmed the need for priority develgmt of large
industrial enterprises stipulated by Mihail Maneda, Stefan Zeletin and
others, thus being virtually diminished the impoda of National Peasants’
Party’s vision about the development of industdesnected to agriculture,
located mainly in rural areas.

The structure of employment has radically changed in 1989
compared to 1938 and 1950. In 1930 the share ofogment in industry
was 7.7% of total employed population, while theaur population share
was 21.4%.
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Romania’s transformation from an agrarian-industr@untry into
an industrial-agrarian countrys reflected, among other indicators, by the
ratio change of industry and agriculture employneares. In this respect,
the period 1970-1980 was decisive: the share ofl@ment in agriculture
decreased from 49.1% to 29.4%, while the sharenpii@/ment in industry
increased from 23% to 35.5%.

Consequently, compared to the beginning of theoge(1950), in
1989 the demographic indicators structures distedbioy urban-rural areas
and labour distributed by sectors were radicalkgratd. The population
employed in industry increased more than fourféloim 1 million in 1950
to 4.1 million in 1989; the share of employmenindustry increased from
11.9% to 38.1% of total employed in the economyjlevithe share of
employment in agriculture declined from 74.1% to5%%.

Forced industrialization also engaged the accadratbanization
process. In 1989 the urban population had a shaf&8.@% of the total
population, having increased from about 3 millianlB38 to 5.5 million in
1956, namely more than 11 million inhabitants ir899i.e. almost four
times compared to 1938.

Industry’s contribution to the formation of Social Product and
National Income

The increased importance of the industry in théonat economy is
reflected first by the contribution of this sectorthe formation of social
product (SP) and national income (NI).

Industry’s contribution to the formation of SocRitoduct increased
from 39% in 1938 to over two-thirds in 1989, whillee share of industry in
National Income rose from 30.8% to only 58.1%. Thféerences between
the weights of the two indicators, for example he tyears 1938, 1960 and
1989, were caused by sharper increase in matesas.cThus, the share of
expenditures made in industry in total materialt€a®se over the same
period from 36.6% to 71%.

2 Romanian Statistical Yearbqdko90, p. 51; A. Bondre&tarea naunii 2000.
Romania incotro”Editura Fundiei Romania de MaineBucurati, 2000, p. 195.
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The investment effort devoted to industrial development was
remarkable. The investment in the industry held ldvgest share of total
investment in the economy, i.e. between 43% and @@&ximum reached in
1986), increasing from about 2.4 billion in 195@ter 124 billion lei in 1986.

Increased investment brought about timelustrial production
growth which recorded the maximum increase (catedlan comparable
prices) of 44 times in 1989, compared with an itwesnt increase
(calculated at current prices) of only 37.2 timessus base year 1950.

The apparent increase in investment efficiency lmannferred from
the comparison with the investment dynamics of @talal production
compared to 1980 as a year of reporting. Whilestments diminished from
93% in 1985 to 83% in 1989, industrial productionreased from 120% to
133%, showing a slight decrease in 1989 comparel®&3. The industrial
production growth however was not the result ofineestments, but of the
average longer operating period of fixed assepsamious periods.

The efficiency of fixed assets in the industry,eafa real growth
recorded during 1970-1980, diminished in the lastadie. National income
realized in the industry related to the value pédl assets in the industry fell
on average annually by 3.4% during 1981-1985 al®@08during 1986-
1989. [Constantinescu, 2000]

Factors leading to reduced efficiency of fixed &sseere: the over-
endowment with fixed assets of enterprises; lomgrteffects of the energy
and raw materials world-crisis (1973-1979) whict te early degradation
of imported technologies; reducing domestic aneérex demand for some
industrial products (tractors, agricultural maciyne energy and oil
equipment, lathes, etc.); imbalances within entsegrthrough retrofitting
gaps between sections; breakdowns and faults cdwséuke lack of spare
parts or the incomplete providing of fixed assetsvising mainly after
imports restricting during 1982-1989.

Dispersal of investment destination in the lastadecof socialism
has generated unsustainable programs and plandingoduction and
labour. These causes have led to run time exterafidglelaying to operate
the objectives by 2-5 years and more.
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The evolution of output and investments by industial sectors
between 1950 and 1989

The structure of industry sectors has changed, sioguon the
development of heavy industry sectors (Group ApuprA share in total
industrial production increased from 45.5% in 198852% in 1950 and
72.5% in 1989 with a corresponding reduction of tBeup B share
(consumer goods).

For the Group A the highest increases in the sbéneroduction
volume were recorded by the following sectors: #f@re of industry
engineering and metal processing increased fro2fd 1938 to 13.3% in
1950 and 27.7% in 1989; similarly the share of dleamindustry
production went from 2.7% to 3.1% and 9.8%, whilen4ferrous and
ferrous metallurgy increased from 6.7% to 7.5% @n8% respectively.

Group B sectors producing consumer goods markedesha
decreases, even if their production has increas#uki period under review.
The share of food industry production decreasech fB2.4% in 1938 to
24.2% in 1950 and 11.6% in 1989. For textile indyshe evolution of its
share in total industrial production was upwardsyf 9.4% in 1938 to
11.1% in 1950 and declining to 6.6% in 1989.

Increasing production of the different sectors dokd the same
array of development with emphasis on heavy inglustr

The most significant increases in production weseorded by the
chemical industry — 221 times, and machine build#b8 times, far above
the industry average as a whole, while light indestincreases were below
the average of industry’s total respectively 24enfor the textile industry
and only 11 times for the food industry.

In the period 1950-1989 the average annual growtimaustrial
output as a whole was 10.2%, being surpassed bypGro (11.1%)
represented by th€hemicalindustry (14.9%) andNon-metallic minerals
extraction and abrasive productandustry (14.7%), Engineering and
metalworking (13.9%), Coke-chemical(12.8%), Electricity and Building
materials(11.2%).

® Romanian Statistical Yearbaok990, p. 452-455.
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Table no. 1. Industrial production dynamics of somemain
branches between 1950-1989
-0 -

1950| 1960| 1970| 1980| 1989
Industry, total, of which 100 340| 1100| 3300| 4400
Chemical industry 100 658| 5400| 17800| 22100
Machines engineering 100 585| 2700| 11000| 15800
Building materials 100 409| 1600, 4700 6200
Wood processing 100 317| 986| 2000| 2600
Food 100, 238| 489| 939| 1100
Textile 100, 235| 655| 1900/ 2400
Apparel 100, 241| 736| 2400| 4100

Source:lRomanian Statistical Yearbook990, p. 432-433.

The main beneficiaries of intensifying investmenigere oil
processing industty electricity and thermal energymetallurgy and
chemical industries in which there were invested betwee8o-45%.
[Constantinescu, 2000]

The investment effort has not been evenly distebubver the 45
years. Completion of industrial investments andedixassets operating
required different periods of time by the indusinyquestion. Therefore
stepping up investment process is best reflectethdyvestment dynamics
outmatching by fixed assets dynamics inddx16 in the period 1966-1975,
namely 1.32 between 1976 and 1980.

Between 1980 and 1989 statistical data production and
investmentsn the industrial sector reflect contradictory d®pments of the
two indicators.

Overall, with a few exceptions (the garment indystor example),
the last decade of the reviewed period investmeoivilp was below the
level reached in 1980, while the industries outpas considerably higher
than in 1980Nachinery industryandMetal processingChemica etc.).

The explanation for increased production, whileusgalg investment
growth to 1980, is the time gap between the pepioshaximum investment
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efforts and the lag to operate the respective fa®gkts. In the case of highly
productive sectors (most industries in Group Agreased investment was
made approximately between 1960 and 1980. In addmumber of sectors,
investment effort continued after 1980.

With a diversified structure, providing the bulk die domestic
demand of consumer goods and, in the 9th decads, aeanand of capital
goods,despite halting the refurbishment and despite thex¢ension of the
useful life of fixed assetsthe Romanian economy was far from beiagile
of scrap’.

The lucid observation of maintaining and worsertimg gap from the
front-developed and even some developing countniest be supplemented
by a clear understanding of the realistic possigdiof a forced-accelerated,
artificial development. The industrialization of fRania had achieved its
historic goal: the compatibility of the domestic demand for consumr
goods with the developed countries supply structure

Reducing the volume of investments in the decadd®-1989 was
caused both by restricting imports and the sustie@fiort to pay the foreign
debt, as one of the major sources to cover invedsna the economy in
general, and in particular in the industry, wasststmg of external loans by
the International Monetary FundIMF) and the InternationaBank for
Reconstruction and DevelopmdiBRD).

The foreign debt of Romania between 1976 and 1989

Insufficient domestic financial resources for invesnt were one of
the defining characteristics of the economic evolubf Romania between
1859 and 1939. The appeal to foreign capital hazbrbe more insistent
during conservative governments (1888-1900), resmde during the
National Peasants’ Party ruling between 1929 aid319

The domestic capital accumulation achieved throtingh autarkical
policy applied by socialism, as well as the coopemnarelations within the
Council for Mutual Economic AssistancCMEA) should have been
sufficient for providing growth resources. But thlevelopment acceleration
efforts after 1965 proved these were not sufficient
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Promoted openness to the West after 1965 and edlpeafier 1968
brought Romania within thieternational Monetary Fundince 1972.

Table no. 2. The foreign debt of Romania during 195-1981
- Million US dollars -

1976 | 1977 197§ 1979 1980 1981

Romania’s foreign debt 28763684| 5170| 7342| 9810| 10546

Source: N.N. Constantinesdaforia economié a Romanieivol. |l, Editura Economig,
2000, p. 376.

In, we could say, anecessaryway, given the highly accelerated
growth planned for the period 1976-1985, Romaniagjabhe to make
increasingly more consistent loans abroad to cotrex imports of
technologies, machines, equipment, and machinemy fthe industrialized
countries. Foreign currency commercial loans desigto support these
imports came from various banks, as well as froedriternational Bank for
Reconstruction and DevelopmdiBRD). In 1976 the foreign debt consisted
of $ 864 million from banks and $ 2.012 billion rinanternational financial
institutions. In just six years the total debt et $ 10.546 billion, of which
10.160 billion in convertible currencies, markingiacrease of 3.6 times.

Most of the external debt consisted of medium amdjdterm loans
for development or modernization to provide theustdy with advanced
technology and equipment. Medium and long-term delyeased 3.2 times,
from 2.4 billion in 1976 to $ 7.7 billion in 198Current revenues coming in
mostly from exports could not cope with increastebt pressure incurred
particularly in the period 1978-1981, so in 198& #rrears had reached $
1.1 billion.

Therefore, at the beginning of the 9th decade Raanaas facing a
real foreign debt crisisoccurredonly eight years after becoming an IMF
member.

Romanian statdoreign debt crisis was caused, in addition to
massive imports of capital goods, by the followiagtors:
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a. Changing of oil and raw materials market conjurecby oil crisis
outset (1973-1979), which created an exceptionaavy burden by
increasing the prices of these products ¢iheill).

b. Higher oll prices added the increasingly higbeerde oil imports,
inherent in the 8th decade of accelerated developmeéhich had reached
45% of the total Romanian imports in convertiblerencies.

c. In addition to collecting medium and long-ternebd an
aggravating role was played by the increased dbart- foreign loans,
which share in total external debt went from 4%4.976 to 22% in 1980.

d. Western banks have tightened credit conditioms docialist
countries following the collapse of Poland.

In order to solve the foreign debt crisis, Romamas turned to the
IMF support, which was conditioned by the achievetr@ an adjustment
program to ensure the necessary currency liquatity rescheduling loans
from foreign banks.

Following the implementation of the adjustment pemg, since
1982 the current account recorded surpluses:

Table no. 3. Evolution of the current account balane of Romania
1981-1989
- Million dollars -

1981| 1982 1983 1984 1985 1986 1987 1988 1989

Foreign trade balance 103 1814 1869 2812 1772 16808| 3750, 205(

Current account balange -833 1040 1160 1719 13815 [12043| 3922 2514

Source: N.N. Constantinesdstoria economi@ a Romanieivol. |, EdituraEconomia,
2000, p. 377.

It is remarkable that after six years (1982-198¥ Yaveign trade
balance surpluses that ensured a current accousittveobalance, in 1988
and 1989 the current account surpluses exceedeéxperts (by $ 172
million in 1988, and $ 464 million respectively1989)!

Before unfolding the process of forced paymenbogign debt, after
rescheduling the public debt, the external debtisemwas the following:
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Table no. 4. Rescheduling and repayment of externdebt during
1986-1989
- Million dollars -

1986 1987 198§ 1989 1990 dwfp990| Total

Foreign debt rescheduled 6395 | 5013 3456| 2386 1710 - -
Rescheduled reimbursements - 1382 1557 1070 676 9 170 | 6394
Effective reimbursements - 356 42%2 1790 - - 6398

Effective external debt at 31 Decembgr6912” | 6556 | 2304| 514| - - -

Sources: (INBR Annual Repqril998, Statistical Section, Table 17, p. 57
(2) N.N. Constantinescap. cit, p. 378-379.

Notes:

) Rescheduled foreign debt was calculated using flata source (2) from the
opening balance of $ 6.395 bilion and then sudeelys decreasing the reimbursed
rescheduled amounts in the second row. Rescheddemn debt (6.395 billion dollars)
differs from the actual of 6.912 bhillion dollars¢ccarding to NBR updates “considering
rescheduling and some loans renewal”.

™) According to the source (1), p. 8f theStatistics Sectionf the samd 998NBR
Report the external debt published series in the pet@86 to 1989 is different from the
one published in the same report at p: 57

986 987 988 989

875 272 106 74

Officially, on March 31, 1989 was declared the dosion of
Romania’s foreign debt repayment. As evident fromtable, the maximum
repayment effort was in 1988 and 1989 when theyeweaid more than $ 6
billion. The ambition to fully pay the external delvas interpreted as a
“foolish megalomania” and as *“foolish pride” genbraattributed to
Nicolae Ceagescu.

The currency liquidity hoarding effort intended fibre payment of
Romania’s foreign debt had dramatic effects forrtagonal economy:

— Imports of raw materials, technologies, equipmerachinery and
cars were severely restricted, being affected timtimued economic growth
in most sectors of national economy;
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— Exports were boosted by aggressively restrictirg ittvestment
fund and domestic consumption;

— Diminished domestic consumption affected the maldiving
conditions of the population:

 limiting food and non-food goods consumption in wias
left of the domestic output following the exports;

» excessively reducing consumption for a wide rande o
imported products;

« rationalization of utilities (supply of electricjtireat, water, etc.).

Forcing the foreign debt liquidation in the samequewhen there were
engaged large unproductive investmeR&ople’s Houseor with a long period
of investments returrD@nube-Black Sea Carded to serious decrease and
even stagnation of economic growth committed iwvipres decades.

The investment effort and forcing the foreign déiofuidation
seriously affected the livelihood of millions otizens.

On the other hand, one can say that the performah@ehieving
Romania’s financial independence in such a shaibghevas remarkable,
perhaps unique in history. The overwhelming majauit experts have stated
categorically that the so-called “achievement” \@d®segative performance”,
with catastrophic consequences for ensuring théreation of the upward
trend of economic growth. However, on 31 Decemi@891Romania had $
1.8 billion foreign exchange availabilities and hiad receive loans from
developing countries amounted to US $ 2.9 bill[@wonstantinescu, 2000]

The evolution of the Romanian economy after 1996 t@aconfirm
or deny thegratuity or theuselessnessf the extraordinary effort to which
were subjected the inhabitants of the country dutime last decade of
socialism.

Evolution of the Romania’s foreign trade between 180 and 1989

Dynamics of Romania's foreign trade

The industrialization of the Romanian economy btdugbout
significant increases in foreign trade.

Taking as a basis the year 1950, when net imptnaslg deficit)
reached 187 millioncurrency-lej until 1980 the exports dynamics was
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approximately equal to that of imports - 40 timesvgh. In 1989 exports
increased 42 times, while imports only 29 times parad to 1950.

The trade balance was mainly negative between &8801980. The
trade deficit accumulated in each of the past thlezades passed from 1.7
billion currency-leiin the period 1950-1959, to 4.5 billi@urrency-leiin the
decade 1960-1969 and to 18 billicurrency-leibetween 1970 and 1980.

The currency-leu had no material existence. It was just a monetary
unit of account used in the trade with western toes1 The name comes
from the procedure applied to transform in lei thalue of goods
denominated in other freely convertible currendased on the definitio
(parity) of those currencies into gold.

According to the 1954 Law, a lion was defined byamount of
148.112 mg gold. The dollar was defined by the 934 at the parity o
888.671 mg gold. The ratio between the two amoohgold determined a
official exchange rate of 6 lei per dollar. Witketlerisis of the US dollar,
after 1971, the official exchange rate of leu hppreciated against the
dollar, after 1980 following the currency markebtations.

For non-commercial relations (tourist trips, foraexle) were use
exchange rates with premium which evolved from 10694957, i.e. one
US dollar was exchanged for 12 lei, until the costiph of 200% premiun
in 1968, which meant that one dollar was equaBttel [Kiritescu, 1997]

=)

- —h

|®N

—

Forcing the external debt payment was materialimd external
trade surpluses, of about 300 billion lei in theige 1980-1989, large
enough to ensure the necessary currency liquidity.

The evolution of Romania’s export and import betwee 1950
and 1989

Before the end of World War Il Romania's foreigmde was
dominated by exports of agricultural commoditied amil respectively
imports of finished and semi-finished products.

Romania’s forced industrialization policy applied during the period
between 1950 and 1989 is reflected bydi@nge in foreign trade structure
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Export and import structure analysis is based auycts grouping
according two criteriaprovenance of traded goods the sector of origin
(agricultural or industrial) anthe degree of products’ processi(sjage of
manufacture: basic-raw, semi-processed or manutattespectively).

The structure of exportdas radically changed over the period
analyzed. At the beginning, the agricultural pradwaccounted for 55-60%,
while the industrial goods (including raw materialgpplied by extractive
industries) 45-50% of total exports. After 1980 thdustrial products had
reached a share of 75-80%, while agricultural petsi@0-25%.

At the beginning of the "6 decade, the unprocessed, basic, and
intermediate goods (with a low processing degreepanted for about 70%
of exports, finished products accounting for on323 In the § decade
manufacturing goods considerably diversified haathed 65-70% of total
exports, as the share of raw materials decreasalyB0-35%.

The literature often mentions that most Romaniandpcts with
varying processing degrees were not competitivefapaign markets, as
reflected in the prices at which these productewerded.

This lack of competitiveness fully corresponds e tLeague of
Nations forecast studyindustrialisation et commerce extérieul945:
developed industrialized countries will always keep technological
advantage to countries undergoing industrializatiorother words, the risk
of an industrial real competition from countriekeliRomania, Poland or
Yugoslavia was planned since 1945 as insignificant.

“The competition from the newly industrialized coues can lead to
losses in the market of a particular item; but ratynthese losses tend to be
offset by gains from the new application that aeeatn different ways, the
competition in question®”

The composition of imports reflects in turn, changing of the
domestic production structure. Imports of capitadods (machinery,

* “La concurrence pratiquée par les pays récemmmhistrialisés peut
entrainer des pertes sur le marché de tel outieleaimais normalement, ces pertes
tendent & étre compensées par des gains résu#talat wouvelle demande que
suscite, de différentes facons, la concurrence w@stpn.” Industrialisation et
commerce extérieup. 145.
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technology, transportation) were in the beginnimgdpminant (38.3% in
1950); its share diminished until 1989 to only aamer of total imports.
Reducing the share of the first group was compedshy the increase of
imports of fuels and raw materials utmost for tmedoictive consumption
(from less than a quarter of total imports in 19605 group held more than
half of Romania’s imports in the period 1980-1989).

The evolution of the two groups of goods refletts trade policy
decisive orientation towards supplying the nati@nomy with the means
to accelerate the industry development. The twoggaepresented in 1989
over 80% of total imports. Overall, consumption oépital goods
approached a share of 85-90% in 1990.

Consumer goods intended for population consumgtiecame less
significant in imports, reaching only more than 16#the total.

Corresponding to this evolution of the structurengborts, industrial
products in all three processing phases (raw nadgersemi-finished and
finished products) mark a permanent increase, ibaning at least three
quarters of the total and a maximum of 85%, thderdhce being
represented by products of agricultural origin (raaterials and food).

Foreign trade flows between 1950 and 1989

In the period 1950-1989 the countries with whichnRaia has
maintained foreign trade relations were grouped tato broad categories:
socialist countriegmainly countries CMEA) andapitalist countries

At the end of 40 years, according to data reportedl1989,
Romania’s foreign trade was distributed as follows:

- 60% of total trade was run with socialist countr(&2% with
CMEA countries and 8% in other socialist countries)

— 40% of the total volume of foreign trade was ruthwgapitalist
countries, of which 25% of the developed capitadistintries and 15% in
developing countries. [Constantinescu, 2000]

The evolution of geographic orientation or, betsaid the geo-
economic development of Romania’s trade was neatinlf at the beginning
of the 7" decade almost three quarters of the foreign tradewith socialist
countries, after 1965 the trade with the West ineed year after year, so that

29



? Annals of Spiru Haret University
/;-iﬁ_.f:;\ Econsqnﬁzcgzeries

IS5N: 2393-1795  ISSN-1:2068-6900

Issue 4/2015

between 1975 and 1980, the capitalist countried etween 55 and 59% (of
these, over a third were developed capitalist ces)t

Significant is the pattern of the different catagerof countries. The
technology import was originally, respectively iretfirst decade, developed
as a priority from the socialist countries (maititg USSR); after 1965, the
importance of imports of machinery, plant, equiptneom the West grew
significantly.

On the other hand, it is necessary to highlightahentation of the
exports of machinery and equipment in the decade8 @nd 9 to the
developing and least developed countries. It isinsignificant that after
declaring Romania’s foreign debt payment in 1988mRnia’s outstanding
debt to these countries amounted to $ 2 billiomn&antinescu, 2000]

Along with the effort to pay the external debt e td" decade, the
imports of consumer goods for the population dedifrom 11% in 1970 to
7% in 1989. The domestic consumption situation alas aggravated by the
growth of exports of increasingly diversified angrhquality consumer goods.

Conclusions

The historical time for a possible reduction ofpdisties through
industrialization was extremely short for RomarBasically, given that in
the 6" decade (1951-1960) the economic growth recordedernate rates,
it's only 25 years, from 1964 to 1989, during whible accelerate pace of
industrialization has reached the maximum. Theease in volume and the
diversification of import and export structure esfled and enhanced the
development of industry.

As a consequence of the socialist industrializatipnoduction
diversification and domestic supply of consumer dgoas well as the
imports from both CMEA and the West markets hawhaped consumer
habits and managed to stir up, to a large exthat;lust” for consumption
of the population.

Socialism had fulfilled itshistoric mission domestic consumer
demand structure became compatible with the supplgtructure of the
major international industrial producers. In 1990 the West had a serious
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outlet in Romania, a country which has become $s than half a century a
good potential customer for Western products martufag firms.

Most economic and sociological analysis on Romansdcialist
industrialization stressed that most technologmgsarted during 1950-1980
were mainly energy-intensive, polluting and uncotitipe in relation to the
dynamics of technological progress in developechtiees. The analyses on
the worsening gap between the level of industréaletopment in Romania
and in European countries are flawed, however, daragerous bias, as if
taken from the socialist ideology: the premiseha approach of Romanian
economy growth is theontinued growth at any cdst

Moreover, the myth of perpetual growth based on pleemanent
industrial revolution conquered the minds of ecoistsyand politicians since the
nineteenth century. For the good of the peopldshidid been isolated from the
benefits of the “industrial production”, the policy artificial industrialization
was considered a vital necessity since the secalhdfithe nineteenth century.
Promoted with maximum intensity during socialismgdustrialization has
radically changed the consumer habits, as welhasstructure of actual and
potential demand for food and non-food consumedsgioo

In 1990 the structure of the Romanian economy spamrded to the
standards of amndustrial-agrarian economyConsequently, the structure of
consumer and most of investment demand had becompatible with the
structure of the processed industrial productslguppm developed countries.

The artificial growth in socialism has generatesedes of negative
reactions already anticipated by the study of teague of Nations in 1945,
Industrialization and foreign tradeStill striking is the study’s accurate
prediction about the cancellation of the industm@velopment support
when the international interests will require.

By restricting imports, the policy of foreign defurced payment
applied in the period 1981-1989 had led to the dbament of technology

® “Toutefois, ce développement [industriel] exigsméélement de lourds
sacrifices dans le pays ou il se produit et il éfava, en partie, antieconomique
lorsque les relations internationales normalesngéeédablies” Industrialisation et
commerce extérieuSociété des Nations, Genéve, 1945, p. 142.
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transfer and modernization efforts undertaken engtevious decade (1971-
1980). The partial sacrifice of domestic consump@émd economic growth
in favour of the forced payment of external debtswmable to totally
compromise the chances of resuming growth afte®198

The potential of the Romanian economyn 1990 was long called
“the heavy legacy of Communism”. Indeed, the acdatran of socialism
decades has proved to be extremely difficult to aganafter 1990. With
very few exceptions, the “achievements of socidligsmare wasted mostly in
the first decade of transition.

However, without being advanced in the hierarchyEofropean
countries, despite the structural imbalances “betiigel” by the socialist
regime,the industrial and agricultural potential of Romania in 1989 was
considerable constituting a starting stage of EU integration.

The end of socialism brought with it the hope #athe evils of the
authoritarian leadership, more and more distaninfrihe reality of the
Romanian economy, would disappear. Many peoplentgdathen, in the
early 90s, the years that were to come were to anmenwhat was good in
socialism with what was enshrined as good in chgita

Further development of domestic production, the masition of
foreign trade and the position of foreign tradeabat were influenced and
determined by the European and international ecanoamjuncture, as well
as by the interests of timew political eliteto carry or not on the accelerated
growth policy specific especially to the “Caascu era”.

Restructuring and harnessing the potential of them&hian
economy depended on the economic policy of goventsneduring
transition (namely pre-accession to the EuropeamniynWhat they did
with the “heavy legacy” will be presented in anathdicle.

Here we must conclude that socialism was nothingalistorically
necessary stage towards globalisatioWho regards globalisation as an
unavoidable process should also praise the “seniadichievements™ This,
at least, if we follow out J.A. Schumpeter, consilg that “the subject
matter of economics is essentially a unique prodassistory time.”
[Schumpeter, 1954]
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